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SUMMARY: The Tenth Five-Year Plan (1976-80) took Soviet economic 
development strategy into a new stage: while still placing 

great importance on quantitative growth, it called for significantly 
more emphasis on improved quality and on efficienecy-in production. 
For this reason and also because of the continuing effects of two 
very poor harvests during the Ninth Five-Year Plan (1971-75), 

the Tenth Five-Year Plan targets were set at more modest levels. 

The priority for producer goods industry was reinstated, but 
investment in agriculture retained a prominent place, and improving 
living standards continued to be mentioned. Soviet planners 
obviously were looking to increased factor productivity, automation, 
and imported Western equipment and technology to offset a declining 
rate of growth of the labor force. The rate of new investment 

was to fall, and more emphasis was to be placed on completion of 
projects and reconstruction and re-equipping of existing plants 
rather than on new starts. The Plan was taut and success would 
depend heavily on increased efficiency, better management techniques, 
and more economical use of material resources and labor. 


Soviet leaders are openly dissatisfied with some of the main economic 
results of the first 3 years (1976-78). Although industrial growth rates, 
the lowest since World War II, have surpassed plan targets, capital 
investment remains inefficient, and product quality improves slowly. 
Uncompleted construction remains backlogged, and transportation 

problems are still unresolved, as labor productivity lags seriously. 
Agriculture's performance has been varied. The record grain harvest 

and poor livestock perfomance of 1976 were followed by a lower but 
relatively large grain harvest and recovery in livestock in 1977. In 1978, 
a new record grain harvest and substantially higher animal numbers still 
only caused a modest increase in meat production. By 1977 industry problems had 
become so serious that plans for 1978 had to be readjusted downward. 

The new goals for industrial growth were lower by a quarter than those 
originally envisaged in the Five Year Plan, and the targets for national 
income and real per capita income were also revised. While these lowered 
overall growth goals were exceeded in:1978, sectoral problems remained. 
Ambitious goals have been set for 1979 to be fulfilled by increased 
investment and more discipline -- policies neither particularly new 

nor effective. Despite more verbal emphasis on consumer goods, long- 
term growth needs demand continued priority for investment in producer 
goods and infrastructure. Additionally, ingrained habits still adversely 
affect the consumer goods and service sectors of the economy. 


U.S.-U.S.S.R. trade continues to be hampered by chronic Soviet hard-currency 
shortages, the monopolistic Soviet system of foreign trade, and U.S. credit 
and tariff restrictions which remain in effect for the Soviet Union. 

U.S. non-agricultural exports, which declined by 28 percent in 1977, were 
down again slighly in 1978, and some Soviet trade officials predict more 

of this trend. However, the value of orders signed in 1978 increased, and 
good trade opportunities in priority areas such as high-quality equipment 
and technology and required agricultural commodities exist. The decline 

of the dollar against the currencies of other major Western competitors 
makes U.S. export prices more attractive and may help ease other impediments 
to bilateral trade. However, because of the Soviet emphasis on payment 

in kind, U.S. firms, in order to secure large contracts, may need to be 
more flexible in seeking ways to reduce the burden of foreign exchange 
costs for the U.S.S.R. 





a/ 
USSR, KEY ECONOMIC INDICATORS 


Percentage Change 
INCOME, PRODUCTION, EMPLOYMENT 76/75 


National Income, utilized/ 


Current Price, bil. rubles¢/ 
Capital Investment: State, bil. rubles 
In Agriculture (total) 
Fixed Capital Assets Introduced, bil. rubles 
Gross Industrial Production, bil. rubles 
Group "A" (producer goods) 
Group "B" (consumer goods) 
Real Per Capita Income 
Labor Force, mil.: Factory & Office Workers 
Collective Farmers 
Labor Productivity: In Industry 
In Construction 


Population?/ mil. 


SIGNIFICANT COMMODITIES Unit 
Oil (including gas condensate) mill. tons 
Natural gas bidt.; cus 
Coal mill. tons 
Electric Power bill. kwh 
Steel mill. tons 
Finished Rolled Steel mill. tons 
Steel Pipe mill. tons 
Mineral Fertilizer (conv. units) mill. tons 
Plastics thous. tons 
Synthetic Fibers thous. tons 
Trucks thous. 
Automobiles thous. 


1020 
716 
1239 


EXPORTS TO USSR 


FOREIGN TRADEf/ (us, $ MILLION) 1977 
USA. 1704 
France 1226 
Italy 1072 
Japan 1959 
UKe 508 
West Germany 2414 


1978 
2351 
1432 
1261 
2327 

972 
2894 


1150 
147 
102 
17 
96.7 98.0 
3.3 345 
1088 1100 
734 762 
1280 i312 


IMPORTS FROM 
1977 
368 
1122 
1479 
Lis? 
1299 
1822 


77/76 78/77 79 Plan 


USSR 
1978 

372 
1234 
1635 
1082 
i229 
2201 


a/Based on official production and productivity statistics which may include 
significant overstatements but which are of some utility for trends over 


time. 
b/soviet concept. 


C/U.S. $1=R 0.68 at the official exchange rate but domestic purchasing 


power varies widely with the item in question. 


d/as of January 1 of the following year. 
e 


f / 
$1.47 


Actual production in million metric tons unless otherwise noted. 
Official Soviet trade statistics, 1977: 1 ruble = 


$1.356; 1978: 1 ruble = 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Two very poor harvests during the Ninth Five-Year Plan (1971-75) 
have continued to affect recovery. Moreover, higher product 
quality and production efficiency rather than solely quantitative 
output have been targeted as primary goals. As a result, the 
principal objectives for the Tenth Five-Year Plan (1976-80), 
which was formally ratified in October 1976, were among the 
lowest in the post-war era. National income was targeted to 
increase by an annual average of 5 percent, compared with 5.8 
percent planned and 3.8 percent achieved during 1971-75. Overall 
industrial output was to increase by 36 percent during 1976-80, 
producer goods industry by 38 percent and consumer goods industry 
by 32 percent, but capital investment by only 14.6 percent. 
Despite considerable verbal emphasis on raising living standards, 
the traditional priority of heavy industry in growth targets was 
reaffirmed. 


The fast-growing chemicals sector was given an average annual growth target 

of 10.2 percent in 1976-80 with major attention continuing on fertilizers and 
synthetic materials. In 1978 chemicals continued to be one of the growth 
leaders, but the Ministry was credited with only 5 percent growth while several 
individual commodities varied between 1 and 6 percent. A number of important 
chemicals were below planned output, and -- perhaps most significantly -- 
deliveries of mineral fertilizers and chemical additives, items of major 
importance for agricultural growth, were below plan. 


Reflecting the emphasis on new technology and on raising the share of investment 
going into equipment instead of construction, the Five-Year Plan called for 
machinery output to increase 9 percent annually. Within the category, rapidly 
growing product groups include computer hardware, instruments and automotive 
equipment, numerically Controlled machine tools, metal-forming machine tools, 
and chemical and petroleum machinery. Other key growth areas in the Five-Year 
Plan include fuels and energy, electronics, and metallurgy. On the other hand, 
some of the earlier (1971-75) growth leaders are slated to grow at notably 
slower rates, including motor vehicles, tractors and agricultural machinery. 
Investment is to be concentrated in heavy industry, transport and development 

of fuels, minerals, and manufacturing in Siberia and the Far East. Most new 
fuel and mineral development is slated for those non-European regions of the 
USSR where the difficult climate and transport problems make development 
difficult and expensive. 


The agricultural sector retains its prominence, being slated to receive about 
27 percent of total new investment (621 billion rubles) in 1976-80. The 

Five Year Plan calls for average annual grain yield to reach 215-220 million 
tons as compared with some 180 million tons during the Ninth Plan. The 1976 
harvest of 223.8 million’tons was followed by 195.5 million in 1977 and a 
record 235 million in 1978. The USSR must average 224 million tons this year 
and next to reach target, and the 1978/79 winter has not been favorable. 


The Soviet leadership's customary verbal emphasis on increased consumer goods 

output, with higher quality, is now being accompanied by somewhat increased 
investment and higher growth rate goals. Nevertheless, the Soviet consumer 

can reasonably expect uneven and slow - perhaps slowing - improvement, with growth in 
per capita real income only slightly, if any, better than the 3.2 percent 

rate achieved in 1971-75. 





The Tenth Plan targets relied on increased factor productivity and 
industrial efficiency to offset the effects of slower growth in 

capital investment. Labor productivity in industry was planned to increase 
by about 31 percent -- 5.5 percent per year -- and it was to provide 
85-90 percent of the total projected growth in national income by 1980. 
Steps have been taken and are likely to intensify in 1979 to further 
economize on use of fuels, speciality steels, rolled metals, and 
industrial areas where Soviet leaders indicate that requirements are 
increasing faster than inputs. At the same time, Soviet planners, 
hoping to raise production efficiency and reduce labor inputs, look to 
increased installation and use of automated systems,as well as the 
latest technology and equipment. Although no acute shortage of manpower 
is predicted until the 1980's, the prospect of a slowdown in growth 

of the Soviet labor force is of concern to the Soviet decisionmakers 
because in the past, additions to labor and capital were the principal 
sources of economic growth. 


The 10th Five Year Plan is noted for its low planned rate of growth 

for capital investment. The 4 percent planned average annual rate was 
only about half of the previous three plans. A parallel objective was 
to obtain an average 5.5 percent annual increment in gross additions 

of new fixed capital. This was to be accomplished by better use of 
investment funds, concentrating on the completion of unfinished projects 
and the improvement and expansion of existing ones, as well as raising 
capital productivity by using newer technology and better management 
techniques. Based on the comments of the Soviet leadership, efforts 

to reduce the chronic backlog of uncompleted construction have not 

been successful. In 1971-75 the backlog rose more than investment, 

and it continued to grow in 1976-78. In 1978 investment rose 5 percent 
and fixed assets introduced increased 9 percent, but the value of 
incomplete construction rose again despite jawboning. The apparent 
inability to limit new starts and complete old projects seems to be 
inherent to a system where high value is placed on basic construction 
but not on finishing work. 


In 1978 industrial output grew by 4.8 percent, a percentage point lower than 
1977, the same as 1976, and again one of the lowest growth rates since the 
1950's. Labor productivity in industry rose only 3.6 percent compared to the 
planned 3.8 percent and again accounted for only three-quarters of industrial 
growth rather than the pianned 85-90 percent. Total capital investment was 
128.7 billion rubles, up 5 percent over 1977, an increase that reflects both 
an inability to complete projects and a decision that more must be done. 

These factors taken together with a steel sector whose output is a year behind 
plan and the barely on-plan performance of the machine-building industries 
foreshadow tautness and potential imbalances in the more ambitious 1979 plan. 


In the energy sector, gas (up 7.5 percent to an above-plan 372 billion cubic 
meters) performed well but again at slower growth rates than in the previous 
year. Oil (up 4.7 percent to 572 MMT) did less well, failing to achieve the 
planned 575 MMT. Growth again came essentially from the Tyumen region of 
Western Siberia, and in 1979 there will be even more pressure on it to raise 
production of both oil and gas in order to more than offset continued declines 
in older producing regions that are being depleted. Meanwhile the Soviets 

are attempting to sustain production levels in older fields by increasing 
emphasis on secondary recovery methods. Increased exploration efforts will 

be necessary if the ratio between new reserves and production is not to decline 





significantly. Even though 26 MMT of new capacity was built during 1978, 

coal output was only 724 MMT, an increase of only 2 MMT and far short of the 

746 MMT goal. The shortfalls in building new capacity over the past few ; 
years mean for the next several years increased coal output will depend heavily 
on more mechanization and more efficiency in existing mines, precisely those 
areas where performance also leaves much to be desired. Electricity output 
reached 1202 billion KWH, 4 percent above 1977 but not much better than 1977's 
historic low of 3.5 percent and perhaps again a retarding factor on some 
sectors. 


Steel production recovered somewhat, reaching 151.4 MMT, a 3 percent increase 
over 1977 but more than a million tons below target. Steel output is now a 
year behind the original FYP schedule, but some progress is being made in 
improving the mix and quality of steel products. Output of pig iron (111 MMT) 
and steel pipe (17.5 MMT) also grew by 3 percent whereas iron ore went up 

only 2 percent, to 244 MMT. In addition to the common problem of insufficient 
new production capacity the industry suffers from a shortage of coke and the 
slow pace of building new facilities. 


At the end of the third year of its 10th Five Year Plan, the Soviet Union 
faces growing problems in resource exploitation, which requires difficult 
development policy decisions from an aging leadership and a management 
system not conducive to spontaneity or innovation. The response to 

these problems of resource exploitation were detailed in Brezhney's November 
Central Committee Plenum speech, the 1979 Annual Economic Plan, and the 
1979 State Budget. Solutions recommended included a combination of 
traditional organizational measures such as centralization, planning, 
control, discipline, and moral stimuli, along with shifts in priorities, 
such as more investment in consumer goods industries and greater 
attention to lagging industries and transportation. 


Growth rate goals for 1979 are about 1 percent higher than 1978 for 
industrial output and labor productivity and about half a percent up 
for national income and real income per capita. These expectations may 
result from exceeding the 1978 goals (even though those had been 
Significantly reduced from the original FYP goals). On the other hand, 
although total vehicle production is planned to rise to 2,178,000 in 
1979,and new capacity to produce 65,000 automobiles is supposed to be 
commissioned, the number of automobiles to be produced is predicted 

to decline for the first time -- from 1,312,000 to 1,310,000. However, 
spare parts, a chronic problem, should be 36 percent above 1975. 


In the key energy sector, gas probably would reach its planned percentage 
growth, but market delivery depends heavily on success in pipeline 
construction and completions. Assuming that the Soviet Union tries to 
meet its export commitments, the cut-off in gas deliveries from Iran 
causes domestic problems the longer it continues. Oil's growth rate 
seems likely to decrease again in 1979. As efforts are made to try 

to avoid declines at older fields, more importance will be given to 
production increases in Tyumen oblast' and on maintaining peak production 
at the Samatlor field. Despite a 26 MMT increase in capacity in 1978, 


coal seems unlikely to achieve the 28 MMT increase needed for it to 
reach its target of 752 MMT. 





Since prospects for raising labor productivity through a combination of 
moral incentives and exhortation appear dim, the planners again set 

higher growth rates for total investment and State capital investment 

than originally envisaged in the FYP. Since uncompleted construction 
increased again in 1978, these high growth rates appear to be an admission 
that construction will be a bottleneck in 1979 as well. The emphasis in 
investment is to be on completion of ongoing projects and on re-equipping 
existing facilities rather than "green-field" starts. With less than 

2 years left in the FYP, it is expected that there will be increased 
Soviet interest in equipment imports in order to complete planned capacity 
within the FYP. This action would reflect one of the traditional uses 

of imports -- to make up for domestic production shortfalls. 


The Soviet Union's total two-way trade in 1978 reached 70 billion 
rubles, (US $130 billion at the 1978 average exchange rate of 
1 ruble = U.S. $1.47), up 11 percent from the previous year. 


According to U.S. statistics, U.S. - U.S.S.R. trade turnover in 1978 
rose to a record level of $2.8 billion, an increase of more than 
50 percent from 1977 and more than 10 percent higher than the 


previous record in 1976. U.S. exports as a whole rose 39 percent 
over 1977, falling just short of the 1976 record of $2.3 billion. 
This increase resulted entirely from a 63 percent rise in U.S. 
agricultural exports over 1977, while non-agricultural exports 
fell by about 4 percent. Soviet exports to the United States 
rose more than 130 percent to $540 million; however, more than 

90 percent of this increase is accounted for by the inclusion for 
the first time of gold bullion sales in U.S. import statistics. 
The decline in US non-agricultural exports stems in part from 
Soviet purchases from competitors but, especially in 1978, was 
consistent with experiences of most other Western countries. 


Soviet foreign trade statistics for 1978 show that its hard 
currency trade deficit increased last year and amounted to about 
$3.3 billion. Soviet invisible earnings, gold sales and western 
credits will more than cover the hard currency trade deficit. 


According to a CIA estimate just released, total Soviet net hard 
currency debt at the end of 1978 stood at approximately $11 
billion. (CIA has revised its previous estimates sharply down- 
ward. The old calculation for its 1978 debt was about $17 
billion. The lower figure in CIA's new series, which makes use 
of new information and changes in methodology are attributable 
largely to substantial reductions in the estimates of government- 
backed debt and the exclusion of hard currency liability of IBEC 
and IIB. A part of these liabilities had been included in the 
old estimates of the Soviet debt.) 





PART B - IMPLICATIONS FOR THE UNITED STATES 


Potential demand for imported industrial products traditionally 
exceeds the USSR's hard currency resources. Recent indications 
are that despite the record harvest in 1978, Soviet agricultural 
purchases (mainly grain and soybeans) this year will be close to 
$1.8 billion and should exceed the level of 1978. Contract 
signings in 1978 and the first 2 months of 1979 are a good sign that the 
downward trend of the last 2 years in U.S. deliveries to the Soviet 

Union of non-agricultural goods may be reversed in 1979. 


No sharp upswing, however, is likely in bilateral trade. The 
lack of U.S. Government-backed credits’ to assist U.S. firms in 
financing trade with the Soviets and the lack of most-favored- 
nation tariff (MFN) status for Soviet exports to the United States 


are negative factors which will affect bilateral trade prospects in 
1979. : 


At the present time the U.S. Export-Import Bank is prohibited from supporting 
American export sales to the USSR with loans or guarantees. The Soviets will 
probably continue to insist on credits for compensation projects (see below) 
and many other large sales, but U.S. firms should be able to conclude most 
smaller deals (below $10 million) either on a cash basis or on short and 
medium term credit through commercial banks. Soviet officials claim that 
U.S. firms have lost a considerable volume of orders to foreign competitors 
because the more favorable Ex-Im financing was not available. This claim is 
difficult to confirm and Soviet qualifications are surely exaggerated, but 
some Soviet contracts were awarded to competitors because of this factor. 
American financial institutions and equipment suppliers have faced difficulty 
in competing with cheap money plentifully available on European money markets. 
Lack of competitive financing is likely to result in continuing difficulties 
for American firms in getting contracts as major equipment suppliers on major 
projects. 


While tariffs do not have any noticeable effect on Soviet imports, there 
are substantial non-tariff barriers and means of discrimination. During 1978 
at least one major project (in the $200 million range), with extensive U.S. 
participation, was awarded elsewhere on grounds that seem clearly to have 
been, in descending order of importance, political, economic and, finally 





technological. On the other hand, despite admonitions by Soviet foreign 
trade officials in both 1977 and 1978 that U.S. non-agricultural exports 
would decline sharply, the decline of 28 percent from 1976 to 1977 was 
influenced by many factors at work on the Soviet economy in that time-frame, 
e.g. poor harvest, hard currency stringency, slow utilization of imported 
technology etc. 1978 trade statistics show that Soviet imports of non- 
agricultural goods from the U.S. declined by only an additional 4.1 percent, 
while new contract signings took a significant turn upward. 


There are other circumstances which may improve U.S. sales prospects during 
1979. First the fall in value of the U.S. dollar against most major Western 
currencies, including DM and yen, should eventually improve U.S. competitive 
pricing abroad, even though experience of the past years has shown this 
effect to be less than originally postulated. Secondly, most Soviet economic 
sectors marked for priority development under the 1979 Plan are import 
intensive and once again coincide with areas where U.S. equipment and 
technology is considered superior in quality. Such sectors remain, as in 
1978, oil and gas exploration and development, chemical and petrochemical 
production and processing, agriculture machinery and food processing, ferrous 
and non-ferrous metallurgy and ore extraction, electronic data processing, 
instrumentation and controls for plant automation with special emphasis on 
development of advanced machine tools -- including those equipped with 
numerical controls. American firms successfully meeting Japanese and Western 
European competition in these product sectors in other world markets must, 

of course, reckon with a competitive disadvantage in export financing and 
pressure to accept a large share of payment in kind. 


The longer term outlook is dependent on a number of variables such as a 
continued high level output of Soviet oil. This is in some doubt. The 

Soviet leadership has announced its intention to take greater advantage of 

the "international division of labor," but it has not yet been prepared to 
make the sort of economic reforms long practiced in Eastern Europe. Foreign 
equity investment is still excluded for i:eological reasons. Soviet officials 
are looking for ways to forge closer contact with Western companies, but 

the situation is unlikely to change in the foreseeable future. 


Embarrassed by the discrepancy between their import needs and their inability 
to export manufactured goods to the West, Soviet foreign traders urge so-called 
compensation projects, where Western firms sell complete industrial plants 

to the USSR on credit terms and receive payment in product after the plants 
come on stream. Some U.S. firms are now exploring possibilities with the 
Soviets for projects which are self-financing through exports. Quality 

control of the end product remains a major and unresolved problem. Compensation 
agreements in high technology areas also involve relatively long periods 

before implementation; products may be outmoded and unmarketable by the 

time the new Soviet plants come on stream. Nonetheless,the Ministry of Foreign 
Trade has a Main Administration for Compensation Projects to coordinate its 
activities in this field, and the State Committee for Science and Technology 
(SCST) has a Main Administration for Scientific-Industrial Cooperation, which 
attempts to match up projects with interested Western firms. 
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Another approach is countertrade. Soviet production ministries and foreign 
trading organizations are, with increasing regularity, insisting on a 
countertrade clause as an integral part of purchase contracts. While the 
initial effort from the Soviet side appears to be to be aimed at restricting 
goods taken in trade to the same industrial sector as that of the goods 
sold, there are precedents which indicate that this point is negotiable. 
U.S. firms should be aware that the question of countertrade is sometimes 
raised by the Soviets only in the very last stages of contract negotiations. 


Soviet leaders also look to the development of scientific-technical 
"cooperation" with Western companies as a cheap form of technology transfer. 
The SCST occasionally expresses dissatisfaction with results but continues 
to enter into these agreements with Western firms. Many U.S. firms have 
found they have more to give than to receive in such exchanges. Since the 
USSR has had difficulty converting scientific discoveries into viable 
industrial processes, however, U.S. companies may derive some value if 

the Soviet side is interested in turning over promising discoveries to them 
for commercial exploitation in exchange for products and/or industrial pro- 
cesses which are developed in the process. 


Virtually all Soviet purchases of American products are made by foreign trading 
organizations subordinate to the Ministry of Foreign Trade at the request 

of industrial ministries which use the imported products. Concerned about 

the inefficiencies in this cumbersome system, Soviet officials have launched 

in 1978 a modest and gradual re-organization of the foreign trade sector, 
consisting primarily of the internal restructuring of various foreign trade 
organizations, as well as the recomposition of their boards of directors to 
give increased emphasis to the role of the industrial ministries in foreign 


trade. While any true decentralization of decisionmaking seems impossible, 
American business executives should seek contacts with potential end-user 
ministries in develing future business. 


The American Embassy and the U.S. Commercial Office in Moscow are 

ready to advise and assist U.S. business executives in developing trade 
with the Soviet Union. The Commercial Office is equipped to provide 
complete office facilities for visiting business executives. Under 

its trade promotion program, the Office will hold a number of technical 
seminar/mini-exhibits on its premises in 1979 and 1980. Tentative themes 


include materials testing equipment, chemical processing 
equipment, cable and wire drawing equipment, micrographics, 
metrology in metalworking, industrial coatings, newspaper 
equipment, cable television equipment, marine and port 
equipment, and chemical instrument spectroscopy. 


Interested firms may contact the Trade Promotion Division, 
Bureau of East-West Trade, U.S. Department of Commerce, 


Washington, N.C. 20230, or the U.S. Commercial Office, American 
Embassy, APO New York 09862. 
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* U. S. GOVERNMENT PRINTING OFFICE : 1979——281-058/100 
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